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Electronic  Banking  Drives 
Information  Services  Expenditures 


The  five  year  forecast  of  expenditures  for 
information  services  to  support  worldwide 
banking,  prepared  in  January  1997,  indicates 
that  a period  of  sharp  growth  is  taking  place. 
Driven  by  plans  for  increasing  use  of  systems 
integration,  outsourcing,  application  software 
and  network  services,  the  use  of  information 
services  in  worldwide  banking  will  grow  at  a 
compound  rate  of  16%  over  the  next  five 
years,  as  illustrated  in  the  following  exhibit. 

Exhibit  1 


Increase  in  Banking  Expenditures 
for  Information  Services 


Increase  in 
Expenditures 

Forecast  Figure 

Compound  growth 

16% 

rate  for  1997-2002. 

Expenditures  forecast 

$77  Billion 

for  2002. 

Source:  INPUT 


Banks  report  that  the  high  rate  of  growth  of 
expenditures  for  information  services  is 
driven  by  demand  for  more  electronic 
capabilities  from  retail  and  corporate  banking 
activities.  The  demand  comes  from  activities 
as  diverse  as  the  increasing  use  of  home 


banking  and  smart  cards  in  retail  banking  to 
improved  network  applications  for  cash 
management  and  trading  in  corporate 
banking  activities. 

Banks  also  report  that  expertise  in  both 
information  technology  (IT)  and  banking  is 
essential  for  information  services  vendors  who 
are  helping  banks  meet  requests  for  the  rapid 
deployment  of  electronic  banking  services.  IT 
vendors  are  finding  that  this  creates  a 
number  of  opportunities  as  well  as  challenges 
for  them. 

• IT  vendors  such  as  CheckFree,  Intuit,  and 
IBM  have  developed  expertise  in  bank 
services  and  processing  that  have  enabled 
them  to  market  services  to  support 
electronic  banking  to  banks. 

• IT  vendors  have  also  found  it  necessary  to 
back  up  their  banking  knowledge  and 
experience  with  knowledge  of  new 
technology  such  as  developing  systems  for 
the  Internet  or  developing  software  to  meet 
the  security  needs  of  smart  cards. 

• Some  IT  vendors  have  developed  electronic 
products  and  services  that  appeal  to  banks, 
but  have  unanticipated  problems  and 
challenges. 
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CheckFree  has  developed  banking  expertise 
and  processing  capabilities  to  handle  home 
banking  and  other  bill  payments.  They  have 
also  developed  expertise  in  the  use  of  the 
Internet  and  other  networks  that  has  been 
essential  in  gaining  business. 

• Most  of  the  payments  or  payment 
instructions  entered  by  users  on  the 
Internet  or  other  networks  are 
transmitted  to  CheckFree  where  they  are 
forwarded  as  an  electronic  item  to  an  ACH 
or  printed  for  delivery  through  the 
banking  system. 

• CheckFree  has  won  new  business  with  its 
ability  to  handle  items  electronically  and 
has  also  acquired  business  from  other 
vendors.  It  now  has  contracts  with  over 
230  banks  and  1.25  million  subscribers. 

Intuit  is  known  for  its  careful  attention  to 
user  and  prospect  needs,  and  as  a result,  has 
developed  the  financial  planning  service  used 
most  frequently  by  banks  offering  home 
banking. 

• Both  Intuit  and  CheckFree  developed 
expertise  in  handling  the  needs  of  retail 
bank  customers  as  well  as  the  technology 
needed  to  use  the  Internet  and  other 
networks. 

• IBM  has  also  used  its  knowledge  of  network 
applications  as  well  as  banking  to  gain  a key 
vendor  position  in  the  Integrion  network, 
where  it  provides  the  Intranet  used  by  the 
banks  in  this  consortium. 

IBM  as  well  as  CSC  and  EDS  are  also  known 
for  the  major  outsourcing  contracts  that  they 
have  in  banking  which  are  supporting  a 
number  of  electronic  banking  services. 

• CSC  is  supplying  outsourcing  to  J.P. 
Morgan  Bank,  a bank  known  for  its 
international  money  transfer,  cash 
management  and  corporate  trade  systems. 


• EDS  is  supplying  technical  and  banking 
expertise  to  support  both  home  banking 
applications  as  well  as  corporate  electronic 
banking  systems. 

A forecast  of  a dramatic  shift  of  banking 
business  toward  banks  that  use  electronic 
services,  as  shown  in  Exhibit  2,  is  driving  the 
use  of  IT  vendors  to  help  provide  electronic 
capabilities  as  rapidly  as  possible. 

Exhibit  2 


Impact  of  Electronic  Services  On 
Banking  Business 


Area  of  Banking 
Business 

Forecast  of  Business 
Driven  by  Electronic 
Services  in  2001 

Retail  banking 

$300  billion  in  lending  and 
other  retail  products 

Retail  services 

$200  billion  in  retail 

provided  on  the 

lending,  savings, 

Internet 

investment,  insurance 

Corporate  Lending 

Over  $500  billion  in 
lending  volume 

Source:  INPUT 


The  volume  of  banking  business  that  can  be 
driven  by  the  use  of  electronic  capabilities  will 
amount  to  over  $1  trillion  within  5 years. 

The  banking  business  that  can  be  driven  by 
the  use  of  electronic  services  is  large  enough 
to  make  banks  as  well  as  non-banks  like 
American  Express  and  Lombard  very 
interested  in  developing  additional 
capabilities  for  offering  services  electronically. 

• Among  other  actions,  American  Express  has 
obtained  a license  for  the  Proton  card  in 
order  to  offer  a smart  card  capability. 

• Lombard,  a discount  brokerage  that 
provides  checking  services  for  clients, 
developed  an  Internet  capability  for 
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investment  including  money  market 
accounts  that  grew  to  50%  of  its  business  in 
1996. 

Many  steps  in  electronic  banking  and  finance 
may  not  be  successful,  however. 

Cybercash  launched  an  interesting  concept  in 
digital  payment  involving  the  use  of  credit 
and  debit  cards  that  has  not  gained  the 
volume  of  users  that  were  forecast.  Its 
Cybercoin  and  virtual  check  products  may  be 
more  successful. 

The  E-cash  product  of  DigiCash,  which  was 
introduced  by  Mark  Twain  Bank,  has  not 
gained  a meaningful  number  of  customers 
according  to  the  bank.  It  may  be  more 
successful  with  European  bank  clients. 

• Now  that  SET  is  available  to  protect  credit 
card  transactions,  more  work  may  be 
necessary  to  convert  U.S.  bank  customers  to 
the  use  of  Cybercash  or  E-cash  solutions. 

• The  use  of  smart  cards  like  Mondex,  which 
can  be  used  for  remote  payments,  could  also 
impact  the  use  of  Cybercash  and  DigiCash 
solutions. 

Several  personal  financial  service  products 
like  Quicken  also  failed  to  obtain  sufficient 
users  since  their  developers  had  not  conducted 
the  detailed  study  of  bank  retail  depositor 
needs  that  Intuit  performed  before  launching 
a product  and  has  continued  to  perform  for 
Quicken. 

• Technical  aspects  of  products  may  be  well 
thought  out  such  as  the  development  of 
phones  that  can  enter  instructions  for 
paying  bills. 

• Investigation  may  not  be  made  of  the 
attraction  of  a new  phone  terminal  for  bank 
customers  in  the  market  where  it  is 
introduced. 


• Mistakes  have  also  been  made  in  the  use  of 
technology  such  as  in  not  developing 
versions  of  products  for  use  on  the  Internet. 

IT  vendors  serving  the  banking  industry  must 
analyze  bank  functions  and  customer 
characteristics  as  well  as  the  technology 
which  is  promoting  the  boom  in  electronic 
banking. 

There  is  no  doubt  among  banks  that  electronic 
banking  capabilities  are  necessary  for  retail 
banking  services.  Bank  customers  are 
demanding  home  banking,  use  of  the  Internet, 
advanced  ATM  services,  and  smart  cards. 

• Banks  report  that  they  expect  the 
percentage  of  worldwide  banks  that  offer 
home  banking  to  climb  to  over  80%  in  the 
next  four  years. 

• The  use  of  the  Internet  to  sell  and  perform 
retail  banking  is  expected  to  be  used  by  85% 
of  banks  by  2000. 

Banks  also  expect  a substantial  increase  in 
the  use  of  electronic  capabilities  in  work  with 
corporate  customers.  As  shown  in  Exhibit  3, 
the  major  method  that  banks  expect  to  use  for 
contact  with  corporate  customers  will  be 
electronic  within  the  next  five  years. 

Exhibit  3 


Use  of  Electronic  Contact  with  Corporate 
Banking  Customers 


Use  of  Electronic  Contact 

Bank  Estimate  of  Use 

with  Corporate 

Customers 

1996 

2001 

Percentage  of  Transactions 
and  Messages  Exchanged 
Electronically 

45% 

95% 

Percentage  of  Lending 
Business  Driven  by 
Electronic  Banking  Services 

20% 

90% 

Source:  INPUT 
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The  need  for  the  use  of  electronic  capabilities 
is  driving  many  banks  to  seek  partnering 
arrangements  with  IT  vendors. 

• These  arrangements  can  provide  banks 
with  the  means  of  obtaining  knowledge 
and  experience  with  new  technology  as 
well  as  opportunities  to  reduce  costs  and 
develop  electronic  capabilities  rapidly. 

• Vendors  can  also  find  these  relationships 
useful  since  they  provide  knowledge  about 
banking  functions  and  the  opportunity  to 
develop  general  capabilities  if  not  systems 
that  can  be  sold  elsewhere. 

Partnering  arrangements  have  also  provided 
banks  with  opportunities  for  participating  in 
revenues,  but  the  most  important  benefit  of 
these  relationships,  according  to  banks,  is 
obtaining  assistance  in  using  new  technology, 


particularly  communication  and  security 
technology,  to  meet  banking  needs. 

• Assistance  is  essential  to  some  banks  in 
order  to  meet  business  goals  since  they  do 
not  have  technical  personnel  with  up-to-date 
experience. 

• Several  banks  pointed  out  that  they  have 
technical  capabilities  such  as  experience 
with  ATM,  ISDN,  and  cryptographic 
techniques,  but  reported  they  had  to  use  IT 
vendor  assistance  to  meet  ambitious 
schedules. 

The  opportunities  for  IT  vendors  to  supply  aid 
to  banks  to  support  electronic  banking  will 
increase  sharply  over  the  next  five  years. 
Expenditures  for  services  will  almost  double 
to  a global  figure  of  $77  billion  between  1997 
and  2002. 


This  Research  Bulletin  is  issued  as  part  of  INPUT'S  U.S.  Electronic  Process  Practice.  If  you 
have  questions  or  comments  on  this  bulletin,  please  call  your  local  INPUT  organization  or  John 
McGann  at  INPUT,  1881  Landings  Drive,  Mountain  View,  CA  94043-0848,  (415)  961-3300. 
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Electronic  Banking  Drives 
Information  Services  Expenditures 


The  five  year  forecast  of  expenditures  for 
information  services  to  support  worldwide 
banking,  prepared  in  January  1997,  indicates 
that  a period  of  sharp  growth  is  taking  place. 
Driven  by  plans  for  increasing  use  of  systems 
integration,  outsourcing,  application  software 
and  network  services,  the  use  of  information 
services  in  worldwide  banking  will  grow  at  a 
compound  rate  of  16%  over  the  next  five 
years,  as  illustrated  in  the  following  exhibit. 

Exhibit  1 


Increase  in  Banking  Expenditureslfor 
Information  Services 


Increase  in 
Expenditures 

Forecast  Figure 

Compound  growth 

16% 

rate  for  1997-2002. 

Expenditures  forecast 

$77  Billion 

for  2002. 

Source:  INPUT 


Banks  report  that  the  high  rate  of  growth  of 
expenditures  for  information  services  is 
driven  by  demand  for  more  electronic 
capabilities  from  retail  and  corporate  banking 
activities.  The  demand  comes  from  activities 
as  diverse  as  the  increasing  use  of  home 


banking  and  smart  cards  in  retail  banking  to 
improved  network  applications  for  cash 
management  and  trading  in  corporate 
banking  activities. 

Banks  also  report  that  expertise  in  both 
information  technology  (IT)  and  banking  is 
essential  for  information  services  vendors  who 
are  helping  banks  meet  requests  for  the  rapid 
deployment  of  electronic  banking  services.  IT 
vendors  are  finding  that  this  creates  a 
number  of  opportunities  as  well  as  challenges 
for  them. 

• IT  vendors  such  as  CheckFree,  Intuit,  and 
IBM  have  developed  expertise  in  bank 
services  and  processing  that  have  enabled 
them  to  market  services  to  support 
electronic  banking  to  banks. 

• IT  vendors  have  also  found  it  necessary  to 
back  up  their  banking  knowledge  and 
experience  with  knowledge  of  new 
technology  such  as  developing  systems  for 
the  Internet  or  developing  software  to  meet 
the  security  needs  of  smart  cards. 

• Some  IT  vendors  have  developed  electronic 
products  and  services  that  appeal  to  banks, 
but  have  unanticipated  problems  and 
challenges. 
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CheckFree  has  developed  banking  expertise 
and  processing  capabilities  to  handle  home 
banking  and  other  bill  payments.  They  have 
also  developed  expertise  in  the  use  of  the 
Internet  and  other  networks  that  has  been 
essential  in  gaining  business. 

• Most  of  the  payments  or  payment 
instructions  entered  by  users  on  the 
Internet  or  other  networks  are 
transmitted  to  CheckFree  where  they  are 
forwarded  as  an  electronic  item  to  an  ACH 
or  printed  for  delivery  through  the 
banking  system. 

• CheckFree  has  won  new  business  with  its 
ability  to  handle  items  electronically  and 
has  also  acquired  business  from  other 
vendors.  It  now  has  contracts  with  over 
230  banks  and  1.25  million  subscribers. 

Intuit  is  known  for  its  careful  attention  to 
user  and  prospect  needs,  and  as  a result,  has 
developed  the  financial  planning  service  used 
most  frequently  by  banks  offering  home 
banking. 

• Both  Intuit  and  CheckFree  developed 
expertise  in  handling  the  needs  of  retail 
bank  customers  as  well  as  the  technology 
needed  to  use  the  Internet  and  other 
networks. 

• IBM  has  also  used  its  knowledge  of  network 
applications  as  well  as  banking  to  gain  a key 
vendor  position  in  the  Integrion  network, 
where  it  provides  the  Intranet  used  by  the 
banks  in  this  consortium. 

IBM  as  well  as  CSC  and  EDS  are  also  known 
for  the  major  outsourcing  contracts  that  they 
have  in  banking  which  are  supporting  a 
number  of  electronic  banking  services. 

• CSC  is  supplying  outsourcing  to  J.P. 
Morgan  Bank,  a bank  known  for  its 
international  money  transfer,  cash 
management  and  corporate  trade  systems. 


• EDS  is  supplying  technical  and  banking 
expertise  to  support  both  home  banking 
applications  as  well  as  corporate  electronic 
banking  systems. 

A forecast  of  a dramatic  shift  of  banking 
business  toward  banks  that  use  electronic 
services,  as  shown  in  Exhibit  2,  is  driving  the 
use  of  IT  vendors  to  help  provide  electronic 
capabilities  as  rapidly  as  possible. 

Exhibit  2 


Impact  of  Electronic  Services  On 
Banking  Business 


Area  of  Banking 
Business 

Forecast  of  Business 
Driven  by  Electronic 
Services  in  2001 

Retail  banking 

$300  billion  in  lending  and 
other  retail  products 

Retail  services 

$200  billion  in  retail 

provided  on  the 

lending,  savings, 

Internet 

investment,  insurance 

Corporate  Lending 

Over  $500  billion  in 
lending  volume 

Source:  INPUT 


The  volume  of  banking  business  that  can  be 
driven  by  the  use  of  electronic  capabilities  will 
amount  to  over  $1  trillion  within  5 years. 

The  banking  business  that  can  be  driven  by 
the  use  of  electronic  services  is  large  enough 
to  make  banks  as  well  as  non-banks  like 
American  Express  and  Lombard  very 
interested  in  developing  additional 
capabilities  for  offering  services  electronically. 

• Among  other  actions,  American  Express  has 
obtained  a license  for  the  Proton  card  in 
order  to  offer  a smart  card  capability. 

• Lombard,  a discount  brokerage  that 
provides  checking  services  for  clients, 
developed  an  Internet  capability  for 
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investment  including  money  market 
accounts  that  grew  to  50%  of  its  business  in 
1996. 

Many  steps  in  electronic  banking  and  finance 
may  not  be  successful,  however. 

Cybercash  launched  an  interesting  concept  in 
digital  payment  involving  the  use  of  credit 
and  debit  cards  that  has  not  gained  the 
volume  of  users  that  were  forecast.  Its 
Cybercoin  and  virtual  check  products  may  be 
more  successful. 

The  E-cash  product  of  DigiCash,  which  was 
introduced  by  Mark  Twain  Bank,  has  not 
gained  a meaningful  number  of  customers 
according  to  the  bank.  It  may  be  more 
successful  at  European  bank  clients. 

• Now  that  SET  is  available  to  protect  credit 
card  transactions,  more  work  may  be 
necessary  to  convert  U.S.  bank  customers  to 
the  use  of  Cybercash  or  E-cash  solutions. 

• The  use  of  smart  cards  like  Mondex,  which 
can  be  used  for  remote  payments,  could  also 
impact  the  use  of  Cybercash  and  DigiCash 
solutions. 

Several  personal  financial  service  products 
like  Quicken  also  failed  to  obtain  sufficient 
users  since  their  developers  had  not  conducted 
the  detailed  study  of  bank  retail  depositor 
needs  that  Intuit  performed  before  launching 
a product  and  has  continued  to  perform  for 
Quicken. 

• Technical  aspects  of  products  may  be  well 
thought  out  such  as  the  development  of 
phones  that  can  enter  instructions  for 
paying  bills. 

• Investigation  may  not  be  made  of  the 
attraction  of  a new  phone  terminal  for  bank 
customers  in  the  market  where  it  is 
introduced. 


• Mistakes  have  also  been  made  in  the  use  of 
technology  such  as  in  not  developing 
versions  of  products  for  use  on  the  Internet. 

IT  vendors  serving  the  banking  industry  must 
pay  analyze  bank  functions  and  customer 
characteristics  as  well  as  the  technology 
which  is  promoting  the  boom  in  electronic 
banking. 

There  is  no  doubt  among  banks  that  electronic 
banking  capabilities  are  necessary  for  retail 
banking  services.  Bank  customers  are 
demanding  home  banking,  use  of  the  Internet, 
advanced  ATM  services,  and  smart  cards. 

• Banks  report  that  they  expect  the 
percentage  of  worldwide  banks  that  offer 
home  banking  to  climb  to  over  80%  in  the 
next  four  years. 

• The  use  of  the  Internet  to  sell  and  perform 
retail  banking  is  expected  to  be  used  by  85% 
of  banks  by  2000. 

Banks  also  expect  a substantial  increase  in 
the  use  of  electronic  capabilities  in  work  with 
corporate  customers.  As  shown  in  Exhibit  3, 
the  major  method  that  banks  expect  to  use  for 
contact  with  corporate  customers  will  be 
electronic  within  the  next  five  years. 


Exhibit  3 

Use  of  Electronic  Contact  with  Corporate 
Banking  Customers 


Use  of  Electronic  Contact 

Bank  Estimate  of  Use 

with  Corporate 

Customers 

1996 

2001 

Percentage  of  Transactions 
and  Messages  Exchanged 
Electronically 

45% 

95% 

Percentage  of  Lending 
Business  Driven  by 
Electronic  Banking  Services 

20% 

90% 

Source:  INPUT 
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The  need  for  the  use  of  electronic  capabilities 
is  driving  many  banks  to  seek  partnering 
arrangements  with  IT  vendors. 

• These  arrangements  can  provide  banks 
with  the  means  of  obtaining  knowledge 
and  experience  with  new  technology  as 
well  as  opportunities  to  reduce  costs  and 
develop  electronic  capabilities  rapidly. 

• Vendors  can  also  find  these  relationships 
useful  since  they  provide  knowledge  about 
banking  functions  and  the  opportunity  to 
develop  general  capabilities  if  not  systems 
that  can  be  sold  elsewhere. 

Partnering  arrangements  have  also  provided 
banks  with  opportunities  for  participating  in 
revenues,  but  the  most  important  benefit  of 
these  relationships,  according  to  banks,  is 
obtaining  assistance  in  using  new  technology, 


particularly  communication  and  security 
technology,  to  meet  banking  needs. 

• Assistance  is  essential  to  some  banks  in 
order  to  meet  business  goals  since  they  do 
not  have  technical  personnel  with  up-to-date 
experience. 

• Several  banks  pointed  out  that  they  have 
technical  capabilities  such  as  experience 
with  ATM,  ISDN,  and  cryptographic 
techniques,  but  reported  they  had  to  use  IT 
vendor  assistance  to  meet  ambitious 
schedules. 

The  opportunities  for  IT  vendors  to  supply  aid 
to  banks  to  support  electronic  banking  will 
increase  sharply  over  the  next  five  years. 
Expenditures  for  vendor  services  will  almost 
double  to  a global  figure  of  $77  billion  between 
1997  and  2002. 


This  Research  Bulletin  is  issued  as  part  of  INPUT'S  U.S.  Electronic  Process  Practice.  If  you 
have  questions  or  comments  on  this  bulletin,  please  call  your  local  INPUT  organization  or  John 
McGann  at  INPUT,  1881  Landings  Drive,  Mountain  View,  CA  94043-0848,  (415)  961-3300. 
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Electronic  Banking  Drives 
Information  Services  Expenditures 


The  five  year  forecast  of  expenditures  for 
information  services  to  support  worldwide 
banking,  prepared  in  January, 1997,  indicates 
that  a period  of  sharp  growth  is  taking  place. 
Driven  by  plans  for  increasing  use  of  systems 
integration,  outsourcing,  application  software 
and  network  services,  the  use  of  information 
services  in  worldwide  banking  will  grow  at  a 
compound  rate  of  16%  over  the  next  five  years 
as  illustrated  in  the  following  exhibit. 

Exhibit  1 


banking  and  smart  cards  in  retail  banking  to 
improved  network  applications  for  cash 
management  and  trading  in  corporate 
banking  activities. 

Banks  also  report  that  expertise  in  both 
information  technology  (IT)  and  banking  is 
essential  for  information  services  vendors  who 
are  helping  banks  meet  requests  for  the  rapid 
deployment  of  electronic  banking  services.  IT 
vendors  are  finding  that  this  creates  a 
number  of  opportunities  as  well  as  challenges 

for  them. 


Increase  in  Banking  Expenditures  for 
Information  Services 


Increase  in 
Expenditures 

Forecast  Figure 

Compound  growth 
rate  for  1997-2002. 

16% 

Expenditures  forecast 

$77  Billion 

for  2002. 

________ 

Source  INPUT 

Banks  report  that  the  high  rate  of  growth  of 
expenditures  for  information  services  is 
driven  by  demand  for  more  electronic 
capabilities  from  retail  and  corporate  banking 
activities.  The  demand  comes  from  activities 
as  diverse  as  the  increasing  use  of  home 
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• IT  vendors  such  as  CheckFree,  Intuit  and 
IBM  have  developed  expertise  in  bank 
services  and  processing  that  have  enabled 
them  to  market  services  to  support 
electronic  banking  to  banks. 

• IT  vendors  have  also  found  it  necessary  to 
back  up  their  banking  knowledge  and 
experience  with  knowledge  of  new 
technology  such  as  developing  systems  for 
the  Internet  or  developing  software  to  meet 
the  security  needs  of  smart  cards. 

• Some  IT  vendors  have  developed  elecronic 
products  and  services  that  appeal  to  banks, 
but  have  unanticipated  problems  and 
challenges. 

CheckFree  has  developed  banking  expertise 
and  processing  capabilities  to  handle  home 
banking  and  other  bill  payments.  They  have 
also  developed  expertise  in  the  use  of  the 
Internet  and  other  networks  that  has  been 
essential  in  gaining  business. 

• Most  of  the  payments  or  payment 
instructions  entered  by  users  on  the 
Internet  or  other  networks  are 
transmitted  to  CheckFree  where  they  are 
forwarded  as  an  electronic  item  to  an  ACH 
or  printed  for  delivery  through  the 
banking  system. 

• CheckFree  has  won  new  business  with  its 
ability  to  handle  items  electronically  and 
has  also  acquired  business  from  other 
vendors.  It  now  has  contracts  with  over 
230  banks  and  1.25  million  subscribers. 

Intuit  is  known  for  its  careful  attention  to 
user  and  prospect  needs,  and  as  a result,  has 
developed  the  financial  planning  service  used 
most  frequently  by  banks  offering 
homebanking. 

• Both  Intuit  and  CheckFree  developed 
expertise  in  handling  the  needs  of  retail 
bank  customers  as  well  as  the  technology 


needed  to  use  the  Internet  and  other 
networks. 

• IBM  has  also  used  its  knowledge  of  network 
applcations  as  well  as  banking  to  gain  a key 
vendor  position  in  the  Integrion  network, 
where  it  provides  the  Intranet  used  by  the 
banks  in  this  consortium. 

IBM  as  well  as  CSC  and  EDS  are  also  known 
for  the  major  outsourcing  contracts  that  they 
have  in  banking  which  are  supporting  a 
number  of  electronic  banking  services. 

• CSC  is  supplying  outsourcing  to  J.P. 
Morgan  Bank,  a bank  known  for  its 
international  money  transfer,  cash 
management  and  corporate  trade  systems. 

• EDS  is  supplying  technical  and  banking 
expertise  to  support  both  home  banking 
applications  as  well  as  corporate  electronic 
banking  systems. 

A forecast  of  a dramatic  shift  of  banking 
business  toward  banks  that  use  electronic 
services,  as  shown  in  Exhibit  2,  is  driving  the 
use  of  IT  vendors  to  help  provide  electronic 
capabilities  as  rapidly  as  possible. 


Exhibit  2 
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Impact  of  Electronic  Services  On 
Banking  Business 


Area  of  Banking 
Business 

Forecast  of  Business 
Driven  by  Electronic 
Services  in  2001 

Retail  banking 

Retail  services 
provided  on  the 
Internet 

Corporate  Lending 

$300  billion  in  lending  and 
other  retail  products 

$200  billion  in  retail 
lending,  savings, 
investment,  insurance 

Over  $500  billion  in 
lending  volume 

Non-ten  d i ng 
corporate  servie-eS 

Fees  anJbatei^jj^ffU? 
be  M^estp^ed . 

Source:  INPUT 

voidme  of  banking  business  that  can  be  driven 
by  the  use  of  electronic  capabilities  will 
amount  to  over  $1  trillion  within  5 years. 


The  banking  business  that  can  be  driven  by 
the  use  of  electronic  services  is  large  enough 
to  make  banks  as  well  as  non-banks  like 
American  Express  and  Lombard  very 
interested  in  developing  additional 
capabilities  for  offering  services  electronically. 

• Among  other  actions,  American  Express  has 
obtained  a licence  for  the  Proton  card  in 
order  to  offer  a smart  card  capbility. 


• Lombard,  a discount  brokerage  that 
provides  checking  services  for  clients, 
developed  an  internet  capability  for 
investment  including  money  market 
accounts  that  grew  to  50%  of  its  business  in 
1996. 


Many  steps  in  electronic  banking  and  finance 
may  not  be  successful  however. 

Cybercash  launched  an  interesting  concept  in 
digital  payment  involving  the  use  of  credit 
and  debit  cards  that  has  not  gained  the 


volume  of  users  that  were  forecast.  Its 
Cybercoin  and  virtual  check  products  may  be 
more  successful. 

The  E-cash  product  of  DigiCash,  which  was 
introduced  by  Mark  Twain  Bank,  has  not 
gained  a meaningful  number  of  customers 
according  to  the  bank.  It  may  be  morte 
successful  European  bank  clients. 

• Now  that  SET  is  available  to  protect  credit 
card  transactions,  more  work  may  be 
necessary  to  convert  US  bank  customers  to 
the  use  of  Cybercash  or  E-cash  solutions. 

• The  use  of  smart  cards  like  Mondex,  which 
can  be  used  for  remote  payments,  could  also 
impact  the  use  of  Cybercash  and  DigiCash 
solutions. 

Several  personal  financial  service  products 
like  Quicken  also  failed  to  obtain  sufficient 
users  since  their  developers  had  not  conducted 
the  detailed  study  of  bank  retail  depositor 
needs  that  Intuit  performed  before  launching 
a product  and  has  continued  to  perform  for 
Quicken. 

• Technical  aspects  of  products  may  be  well 
thought  out  such  as  the  development  of 
phones  that  can  enter  instructions  for 
paying  bills. 

• Investigation  may  not  be  made  of  the 
attraction  of  a new  phone  terminal  for  bank 
customers  in  the  market  where  it  is 
introduced. 


• Mistakes  have  also  been  made  in  the  use  of 
technology  such  as  in  not  developing 
versions  of  products  for  use  on  the  Internet. 


IT  Vendors  serving  the  banking  industry  must 
~~35S^analyze  bank  functions  and  customer 
characteristics  as  well  as  the  technology 
whichds  promoting  the  boom  in  electronic 
banking. 
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There  is  no  doubt  among  banks  that  electronic 
banking  capabilities  are  necessary  for  retail 
banking  services.  Bank  customers  are 
demanding  home  banking,  use  of  the  Internet, 
advanced  ATM  services  and  smart  cards. 

• Banks  report  that  they  expect  the 
percentage  of  worldwide  banks  that  offer 
homebanking  to  climb  to  over  80%  in  the 
next  four  years. 

• The  use  of  the  Internet  to  sell  and  perform 
retail  banking  is  expected  to  be  used  by  85% 
of  banks  by  2000. 

Banks  also  expect  a substantial  increase  in 
the  use  of  electronic  capabilties  in  work  with 
corporate  custinaers.  As  shown  in  Exhibit  3, 
the  major  metnod  that  banks  expect  to  use  for 
contact  with  corporate  customers  will  be 
electronic  within  the  next  five  years. 


Exhibit  3 

Use  of  Electronic  Contact  with  Corporate 
Banking  Customers 


Use  of  Electronic  Contact 
with  Corporate  Customers 

Bank  Estimate  of  Use 
1996  2001 

Percentage  of  Transactions 
and  Messages  Exchanged 
Electronically 

# 

45  '(  95  lo 

to 

Percentage  of  Lending 
Business  Driven  by 
Electronic  Banking  Services 

o 

CT> 

O 

C\J 

Source:  INPUT 


The  need  for  the  use  of  electronic  capabilities 
is  driving  many  banks  to  seek  partnering 
arrangements  with  IT  vendors. 


• These  arrangements  can  provide  banks 
with  the  means  of  obtaining  knowledge 
and  experience  with  new  technology  as 
well  as  opportunities  to  reduce  costs  and 
develop  electronic  capabilities  rapidly. 

• Vendors  can  also  find  these  relationships 
useful  since  they  provide  knowledge  about 
banking  functions  and  the  opportunity  to 
develop  general  capabilties  if  not  systems 
that  can  be  sold  elsewhere. 

Partnering  arrangements  have  also  provided 
banks  with  opportunities  for  participating  in 
revenues,  but  the  most  important  benefit  of 
these  relationships,  according  to  banks,  is 
obtaining  assistance  in  using  new  technology, 
particularly  communication  and  security 
technology,  to  meet  banking  needs. 

• Assistance  is  essential  to  some  banks  in 
order  to  meet  business  goals  since  they  do 
not  have  technical  personnel  with  up  to  date 
experience. 

• Several  banks  pointed  out  that  they  have 
technical  capabilities  such  as  experience 
with  ATM,  ISDN  and  cryptographic 
techniques,  but  reported  they  had  to  use  IT 
vendor  assistance  to  meet  ambitious 
schedules. 

The  opportunities  for  IT  vendors  to  supply  aid 
to  banks  to  support  electronic  banking  will 
increase  sharply  over  the  next  five  years. 
Expenditures  for  vender  services  will  almost 
double  to  a global  figure  of  $77  billion  between 
1997  and  2002. 
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